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Finternal Revenue gervice Department of the Treaasury
District Director P.0., Box 2508

Cincinnati, OH 45201 .

Pergon i:0 Contact:
Te!e !one Huml:er
R E—

Refer Ruoply to:
EP/EO o
Employel: Identification Number:

Date: Nm 193,

pear Sir or Madam:

We have considered youy application for recognition of exemption from
Federal income tax upger gﬁe provisions of section 501(c)(3) of the
Internal Revenue Code of 198¢ and its applicable Income Tax
Regulations. Based on the available information, we have determined
that You do not qualify for the reasons set forth on Enclosure I.

consideration Was given to yhether you gualify for exemption under
other SubsectlSus of section 501(c)yof the Code and we have concluded
that You do not.

As your organization hag not established exemption from Federal income
tax, it will be Necessary for you to file an annual income tax return
on Form 1041 if you are a trust or Form 1120 if you are a corporatlon
or an Uhincorporated assgciation. Contributions to you are not
deductible under section 179 of the Code.

If you are in agreement wjith our proposed denial, please sign and
ret\}rn one copy of the enclosed Form 6018, Consent to Proposed hdverse
Antlon.

You have the right to proyegt this proposed determination if you
pelieve that it is incorrect. mo protest, you should submit a written
appeal giving the facts, lay angd other information to support your
osition a8 explained in the enclosed publication 892, "Exempt
Organizatlons Appeal Procedyres for Unagreed Issues”. The appeal must
pe submitted within 30 days from the date of this letter and must be
gigned by One of YOUr Drincipal officers. You may request a hearing
with a member of the Office gf the Regional Director of Appeals when

ou file your appeal. If a hearing is requested, you will be contacted
to arrange a date for it. gqpe hearing may be held at the Regional
office, or, if you request, at sy mutually vonvenient District Office.
1f you are b9 be represented ny someone who i8 not ons of your
prinCLQal of i?ersr he or she must file a proper power of attorney and
otherwise guallfy under our Copference and Practice Requirements as set

orth in SeC : the Statement of Procedural Rules. See
éreasury Department Circular png, 230.m n

t protest this . . ) .
if you do ne™ M Proposed determination in a timely mannel,
ip will be Gongldered.bX the Internal Revenue Service as a failure to
exhaust available administrative remedies. section 7428(b)(2) of the
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Internal Revenue Code- provides in part that..Af"f BT

A declaratory judgment or decree under" thia section shall S
not be issuad in any proceeding unless the’ Tax' Court, the . me;f"
Claims Court, or the district court of the United States fo :
the District of Columbia determines.that. the organizatxon
involved has exhausted administrative.remedies available to
it within the xnternal Revenue Bervice., FERIIRE e

If we do not hear from you within ‘the | time specified, thia will become{ '
our final determination. In that event, appaopriate State officials "
will be notified of this action in eccordancn with the provieiona of
section 6104(c) of the Code. ' ;.

District Director r;f??¢%*m;j, 

Enclorures: 3
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Enclosure I - ;
was incorporated in the State of

Your Articles of Incorporation pntate that your organlzata.on is formed
exclusively for charitable purposes.

Your Articles of Incorporation provides that your organizatwn is
organized uﬁon a stock basis. The sole shareholders are

and

The purpose of () is to
help make funds available to any and all individuals who are 18 years
of age or less to enable them to- participata in an organized athletic
competltlon or activity., Qualified individuals approach

either 1nd1v1dually or in groups, and make a written request for
financial aid. Tihis financial aid would be used for the payment of
athletic particination fees or the purchase of athletic equipment. N

's main funding source will be the specific fundraisin .
activities designed to meet the applicant's request. * will
solicit the general public for donations not specifically -

earmarked for the benefit of any particular applicant, but these
efforts will be minimal as compared to the fundraising that will be
instituted in order to meet a specific applicant's goal,’

will use the efforts of the applicants and their parents in raising the
needed funds.

?

Funds raised are distributed directly to the athletic organization or
equlpment supplier identified by the appl::.caut.

— and INNEENN, in addition to being Directors, Officers
and the sole shareholders of I, are also the Directors,

Officers, and scle shareholders of a for-profit organization known as
_ . Thie corporation
is involved in the teaching and ins!tucting of the martial arts to °
mda.viduals of all ages, as well as letailing martial arts eguipment to
be used in this instruction. M has an enrollment on average
between I to M students who are 18 years of age or less.
Eligible individuels participating in the Il program, as well as
other individuals not participating in the .iprogram, will approach

for financial assistance in obtaining membership fees
and/or equipment costs.

Your organizetion's income will consist of approximately SN from .

fundraising activities in M and from fundraising activities
in TN '

Expenses of your organization include payments on behalf of qualifi'ed

applicants and amounts distributed to 501(c ﬁ3) or amzations. These
%ents will amount to approximately Sﬁ in

. You will also incur fundraising expenses for these years.
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Enclosure I continued

Section 501(c)(3) of the Code provmdes, in part, fox the exemption from
Federal income tax:

Organizations organized and operated exclusively for charltable,-
relmgioua, or educational purposes, no part of the net earnings of
which inures to the benefit of any private ahareholder or
individual. ,

Section 1.501(c)(3)-1(a)(l) of the Regulatiors states:

In order to qualify under section 501(c)(%) of the Code, an
organization must be both organized and operated exclusively for one
or more exempt purposes. If an organization fails to meet either
the organizational or operational test, it. is not exempt.

Section 1.501{c)(3)~-1({c)(2) of the Regulatlors states that an
organization is not operated excluslvely for one or more exempt

purposes if its net earnings inure in whole or in part to the benefit
of private shareholders or individuals.

Section 1. 501(c)(3)- 1(d)(1)(ii) of the Regulations states that an
organization is not operated exclusively for one oy more exempt
purposes unless it serves a public rather than a private interest. It
must not be operated for the benefit of private interests, such as
shareholders of the organization or designated individuals.

In International Postgraduate Medical Foundation v. Comm., TCM 1989-36,
the Tax Court considered the qualification for exemption under section
501(c)(3) of the Code of a non-profit corporstion that conducted
continuing medical educational tours. Michael Helin, trustee and
executive director of the non-profit corporation, was also a
shareholder and president of H & C Tours, a travel agency. The
Foundation used H & C Tours exclusivley for all travel arrangements.
The Foundation did not solicit competitive bids from any entity other

than H & C Tours. In holding the Foundation not to be exempt, the
Court stated:

When a for-profit organization benefits substantially from the
manner in which the activities of a relsted organization are
carried on, the latter organization is not operated exclusively
for exenpt purposes within the meaning cf section 501(c)(3), even
if it furthers other exempt purposes.

Your organization ig similar to the one in International Postqgraduate,
gupra. Students of

_ % approach N for funds to enable
them to participate in 8 activities. ¢&ince ‘and TN
B e on the board of directors and also the sole shareholders of

both the for-profit organization (HEMMM) and the non-profit

organization ), they stand to berefit financially from the
operation of . The benefits to !- -and through to
I and , constitute private

enefits and inurement in-
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Enclosure I continued

violation of sectlon 1 501(c)(3)-1(c)(2) of nhe Regulatxons.,mmbus
your organization is not operatad exclusively- for exempt: purposea’
within the meaning of section 1. 501(0)(3)~1(d)(1)(ii¥ of .the’
Regulations and you do not- qualzfy for exempvionfunder-sectla
501(c)(3) of the Code. p




